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Evergreen Fibreboard Berhad

A global player with decent valuations

¢ Malaysia’s 2" largest MDF player

Evergreen Fibreboard Berhad (EFB) is the second largest manufacturer of medium
density fibreboard (MDF) in Malaysia, and is amongst the top 30 MDF producers in
the world. It has an annual MDF capacity of 700,000 cubic metres and particleboard
capacity of 120,000 cubic metres, in 8 manufacturing plants in Malaysia and Thailand.
Close to 85% of its products are exported to 40 countries, with China being the
biggest market (14.21% of Group revenue in 2006), followed by Vietham (14.16%),
USA (9.56%), Pakistan (6.07%), Saudi Arabia (5.99%) and South Korea (4.54%).
EFB has 530 clients worldwide, with the top 10 clients contributing 34.9% of its
revenue in 2006. EFB was listed on the Main Board on 10 Mar 2005 at an IPO price
of RM1.14.

¢ Capacity driven growth

In line with its aim to be one of the top 10 producers in the world, EFB is embarking
on an aggressive capacity expansion, via organic expansion and M&A activities. By
end 2008, EFB would have an installed annual MDF capacity of 1.1m cubic metres
(+54%) from 0.7m as of end 2006. EFB is working hard to mitigate the effect of rising
raw material costs by expanding into supporting activities such as glue production and
biomass electricity generation which are expected to result in significant cost savings.
All-in, EFB is expected to register healthy EPS growth of over 20% per annum in the
next 2 years.

¢ Healthy balance sheet, comfortable to finance heavy capex

Capital expenditure will be rather heavy in the next 2 years, averaging RM140m per
annum, mainly to finance organic expansion and new acquisitions. This will be
financed via internal funds and bank loans. Given the heavy spending plan, we expect
EFB to pay a lower 30-35% of its net profits as dividends than the 50-60% in a
normalised year. As for FY06, EFB paid 2 interim tax-exempt dividends of 2.0 sen
each (FYO05's total tax-exempt dividend: 8.25 sen).

¢ BUY

EFB is suitable for investors looking for a growth stock with decent valuations.
Prospective PER valuations are not demanding, at 7-9x, versus EPS growth of ~ 20%
in the next 2 years.
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Stock Information

Ticker code EVGN.KL

EVF MK
Market Cap (US$m) 181
52-week high (RM) 1.61
52-week low (RM) 0.80
Shares issued (m) 480
6m avg daily vol (US$m) 0.4
Free float (%) 48.8

Major Shareholders (%)

Year End Dec 31 2004 2005 2006 2007E 2008E Kuo family (41)
Sales (RM m) 388.6 457.7 528.1 596.6 736.1

Pre-tax (RM m) 62.8 54.2 68.6 79.2 99.7

Net profit (RM m) 45.0 54.5 59.8 68.3 85.8

EPS (sen) 9.4 113 125 14.2 17.9
EPS growth (%) 107.1 21.0 9.8 14.2 25.6 ROE (%) 14.4
PER (x) 13.9 115 10.4 9.1 7.3 Net gearing (%) — Dec 06 13%
EV/EBITDA (X) 7.6 7.7 7.2 7.2 5.9 NTA — Dec 2006 (RM) 0.86
Yield (%) 0.0 8.8 4.3 4.6 5.4 Interest cover (x) 12.8
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Listed in 2005

Evergreen Fibreboard Berhad (EFB) was listed on the
Main Board on 10 Mar 2005. At an IPO price of RM1.14
per share, EFB raised RM107m, of which RM32m were
used to repay borrowings, RM9 for purchase of
equipment, RM61m for working capital and RM5m for
listing expenses.

An export player

EFB is the second largest manufacturer of medium density
fibreboard (MDF) in Malaysia, and is amongst the top 30
MDF producers in the world. It now has a MDF capacity of
700,000 cubic metres (6 lines) and particleboard capacity
of 120,000 cubic metres per annum, in 8 manufacturing
plants in Malaysia and Thailand. Close to 85% of its
products are exported to 40 countries, with China being
the biggest market. The Group has about 530 clients
worldwide, with the top 10 and 3 clients contributing 34.9%
and 19.4% of its revenue in 2006 respectively.

Table 1: Sales by market

Y/E Dec (% of revenue) 2004 2005 2006
Malaysia 22.6 16.7 15.0
China 18.7 20.9 14.2
Vietnam 7.8 7.3 14.2
USA 8.9 11.5 9.6
Pakistan 3.6 5.6 6.1
Saudi Arabia 43 2.0 6.0
South Korea 4.2 3.8 4.5
Others 29.9 32.2 30.4
Source: EFB

Banking on rising capacity and selling price

2007 is expected to be a better year for EFB, thanks to
increased capacity, higher selling price and tight control on
cost.

Table 2: Projections

Y/E Dec 2005 2006 2007 2008
Revenue (RMm) 458 528 597 736
MDF 393 459 519 661
Plain particleboard 33 42 50 49
Furniture 28 24 25 23
Others 3 3 3 3
Output (cubic metres)

MDF - Malaysia 237932 228609 290000 340000
MDF- Thailand 274792 297327 300000 350000
MDF- Indonesia 0 0 0 80000
Plain particleboard 96026 106954 107000 110000
Selling price (US$)

MDF 242 255 260
Particleboard 110 135 135
Cost

Rubberwood (RM) 145 155
Glue (RM/tonne) 1300 1270
Forex (RM/US$) 3.45 3.30

i. Capacity expansion

EFB aims to be one of the top 10 producers in the world in
the medium term. In order to achieve its target, it has
embarked on an aggressive capacity expansion, via
organic expansion and M&A activities.

The 75%-owned Siam Fibreboard is adding a third line,
with a designed capacity of 268,000 cubic metres per
annum. When completed in mid 2007 at a cost of
RM120m, the new plant is able to produce super thin high
density MDF mainly for the export markets. The additional
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3 line will raise Siam Fibreboard’s capacity by 80% from
the current 320,000 (2 lines) to 588,000 cubic metres.

Besides organic expansion in Thailand, EFB is also
adding capacity via acquisitions.

e 2007 will see the full-year benefit from the RM107m
cash acquisition of Takeuchi MDF Sdn Bhd (TMSB,
now known as Evergreen Fibreboard (JB) Sdn Bhd)’s
assets which were completed in Dec 2006. The
purchase price values TMSB at FY0O5 PER of 7.4x,
based on revenue and net profit of RM53m and
RM1.45m respectively. TMSB has a design capacity
of 100,000 cubic metres p.a. and is able to
manufacture extra thin MDF (between 2.2mm and
4.0mm thick) which uses acacia and mixed tropical
wood (instead of rubber wood) as raw materials.
TMSB also has secured logs and wood chips supply
contracts from 86,000 acres of plantations expiring in
2012.

e EFBis also moving into Indonesia. In mid Mar 2007, it
entered into an MOU for a joint venture agreement
whereby a joint venture company will acquire a MDF
factory with an installed capacity of 110,000 cubic
metres p.a. and resin plant with an annual capacity of
~50,000 tonnes. Due diligence should be completed
in May 2007, and further details on purchase price will
be announced later.

Table 3: Installed capacity

Y/E Dec 2004 2005 2006 2007 _ 2008
MDF (‘000 cubic metres) 442 600 700 968 1078
- Malaysia 280 280 380 380 380
- Thailand 162 320 320 588 588
- Indonesia 0 0 0 0 110
Particleboard (‘000 cm)

- Malaysia 144 144 144 144 144
Source: EFB

ii. Price and Cost

Wood, glue and electricity are EFB's major cost

components, accounting for 60-70% of its total costs.

Table 4: Cost components

(%) MDF Particleboard
Wood 30-35 18-19
Glue/resin 25-28 28-33
Energy/electricity 10-15 10-12
Labour & overheads 30 40
Source: EFB
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Table 5: Price trends Table 6: Capital expenditure
Rubber  Glug] EFB's EFB’s Particle- Y/E Dec (RMm) 2004 2005 2006 2007E _ 2008E
wood price MDF MDF  board  Total capex 81 40 139 162 120
Price index price price (15-
index (2.5mm) (18mm) 18mm)  External expansion 75 4 107 135 0
Mar 2004 98.1  100.6 240 190 153 - Malaysia 0 0 107 0 0
Jan 2005 101.7  107.8 255 195 130 - Thailand 75 4 0 42 0
Dec 2005 126.0  106.4 230 180 125 - Indonesia 0 0 0 93 0
Jan 2006 1326 1111 230 180 130
Feb 2006 128.0 110.2] 235 180 130 Internal expansion 6 36 32 27 120
Mar 2006 117.4  110.0 240 185 135 - Machinery 5 7 12 25 0
Apr 2006 121.1 110.2 240 190 140 - Expansion 1 29 20 2 120
May 2006 127.9 1119 245 195 145 ]
Jun 2006 136.7  108.3 245 200 150 _Source: EFB
Jul 2006 1447  106.4 250 205 150
Aug 2006 1528 104.4 260 205 150 EFB's tax charge will remain subnormal in the next few
Sep 2006 1554  105.3 265 210 145 . .
Oct 2006 1514 1161 275 220 140 years as a result of the pioneer status which allows for
Nov 2006 1521 1232 295 235 140 income tax exemption of 70% of its income until 23 Dec
JD902288;3 139.3 1244 ggg ggg 122 2009. In addition, Evergreen Fibreboard (JB) Sdn Bhd
an . . . o
Fob 2007 310 55 135 also enjoys investment tax aI_Iowance while GRE is given
Mar 2007 320 255 135 tax exemption for 8 years ending 2014.
Source: EFB

Both wood and glue prices have risen in the last 12
months, and EFB is taking steps to mitigate the rising cost
of its raw materials via expansion into supporting activities.

e A new glue plant of RM15m, with an annual capacity
of 50,000 tonnes, \Vvis-a-vis EFB’'s annual
consumption in Malaysia of 40,000 tonnes. This
plant will start production in end 2007 and will result
in some savings in production cost. EFB is already
self sufficient in glue in Thailand with its requirement
fully met by 25%-owned Dynea Krabi.

e A new biomass power plant using plantation and
MDF wastes, under GRE Energy Co Ltd. This is
expected to start supplying electricity (9.6 MW) and
steam (20 tonnes) in Jan 2008, supplying mainly to
Siam Fibreboard in Thailand which consumes ~12
MW. The agreement to buy GRE Energy for
RM13.7m was signed in Mar 2007, and the total cost
of the project is ~ Baht 400m. Besides cutting
electricity bill by ~RM10m per annum, GRE is given
tax exemption for 8 years ending 2014.

e EFB is looking moving upstream, into plantation
forest. It is now actively seeking for land which will
eventually cater for ~25% of its annual wood
requirement.

iii. Capex/Tax/Dividends

Capital expenditure will be rather heavy in the next 2
years, averaging RM140m per annum, mainly to finance
organic expansion and new acquisitions. This will be
financed via internal funds and bank loans.

Under normal business conditions, EFB intends to pay 50-
60% of its net profits as dividends. However, this will be
scaled back to 30-35% of net profit if there is heavy capex
during the financial year. As for FY06, EFB paid 2 interim
tax exempt dividends of 2.0 sen each (FY05’'s total tax
exempt dividend: 8.25 sen) Given the heavy capital
expenditure in 2007 and 2008, we expect EFB to keep its
dividends at 30-35% of net profit.

Recommendation
EFB offers a mix of strong growth, low PERs and
reasonable dividend yields. Prospective PER valuations
are not demanding, at 7-9x, versus EPS growth of ~ 20%
in the next 2 years.
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Profit and loss Cashflow
YE Dec (RM m) 2004 2005 2006 2007 2008 YE Dec (RM m) 2004 2005 2006 2007 2008
Sales 389 458 528 597 736 Operating cash flow -1 92 98 112
Cost of goods sold 285 353 406 454 556 Net profit 54 60 68 86
Gross Profit 103 104 122 143 180 Depreciation & amortisation 23 25 28 35
Operating expenses 39 48 53 60 74  Change in working capital 85 -1 10 24
Operating Profit 65 56 69 83 107 Others -164 8 -8 -33
Net interest 3 3 3 -7 10 Investment cash flow -36 -133 -162  -120
Interest income 0 0 0 0 0 Net capex -32 -133  -162 -120
Interest expense 3 3 3 7 10 Change in LT investment -4 0 0 0
Net investment income/(loss) 0 0 0 0 0 __Change in other assets 0 0 0 0
Net other non-op. JV+Assoc. 1 1 2 3 3 Cash flow after invt. -37 -42 -64 -8
Net extraordinaries 0 0 0 0 0 Financing cash flow 66 53 23 17
Pretax income 63 54 69 79 100 Change in share capital 102 0 0 0
Income taxes 12 -5 3 4 5 Net change in debt -10 85 50 50
Minority Interest 6 5 5 7 9 Change in other LT liab. -25 -32 -27 -33
Net profit 45 54 60 68 86 Net cash flow 29 12 -41 10
EBITDA 83 80 94 111 142
EPS(sen) 94 113 125 142 179 -
Key ratios
YE Dec (RM m) 2004 2005 2006 2007 2008
Growth (% YoY)
Balance Sheet Sales 178 154 130 234
YE Dec (RM m) 2004 2005 2006 2007 2008 OP -126 224 206 282
Total assets 447 524 667 782 9013 EE'TDA 2"11'3 1;-2 ii-g g;-g
Current assets 183 238 264 212 256 : 2 ' =
Cash & ST investment 88 123 147 81 o5 EPS _____ 210SMTS]  14.2 256
Inventories 35 50 63 71 gg  Profitability (%)
Accounts receivable 60 65 54 60 72  Gross margin 228 231 239 245
Others 0 0 0 0 o Operating margin 12.3 13.1 14.0 14.5
EBITDA margin 17.4 17.8 18.6 19.3
her 264 2 4 7
Ot,_Tein?,Ziter;ims 69 ?i 22 slg 63? Net Profit margin 119 113 114 116
Net fixed assets 254 263 372 506 591 ROA 104 puupo0] 6.7l
Others 1 9 16 46 46 ROE 14.4 14.0 14.4 16.1
= Stability
Total | | 191 14 241 7
ota |al_3| |_t|_§s 9 6 309 o Gross debt/equity (%) 11.4 30.2 37.7 42.8
Current liabilities 101 62 68 79 90 h
Net debt/equity (%) -2.0 13.0 37.3 40.6
Accounts payable 54 49 50 55 59
ST borrowings 42 13 16 21 26 Int. coverage (X) 19.7 27.1 12.8 10.7
Others 5 0 > 3 5 Int. & ST debt coverage (X) 35 3.7 3.0 3.0
—— Cash flow int. coverage (X) -0.3 36.0 15.0 11.3
Long-term liabilities 89 84 173 230 289 )
Cash flow int. & ST debt (X) 0.0 4.9 35 3.1
Long-term debts 54 43 128 178 228 -
Current ratio (X) 2.3 2.2 2.3 25
Others 36 40 44 51 60 . .
- - Quick ratio (X) 19 1.7 1.7 1.8
Shareholder's equity 256 378 426 473 534 Net debt (RMm) 38 55 176 217
Paid-in capital 97 120 120 120 120
Per share data (sen)
Reserve 160 263 304 351 412 EPS 11.3 125 14.2 17.9
Others -1 -5 2 2 2 ’ ’ ’ ’
CFPS 16.1 17.2 19.5 24.5
BVPS 0.78 0.86 0.90 1.02
SPS 1.0 1.1 1.2 1.5
EBITDA/share 0.17 0.20 0.23 0.30
DPS 11.5 5.6 6.0 7.0
AN '
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DISCLAIMER

THIS RESEARCH REPORT IS FOR OUR CLIENTS ONLY TO WHOM IT IS SPECIFICALLY ADDRESSED TO OR IS
ALLOWED ACCESS TO. IF YOU ARE NOT A CLIENT AND/OR DO NOT AGREE TO BE BOUND BY THE TERMS
AND DISCLAIMERS SET OUT BELOW, YOU SHOULD DISREGARD THIS RESEARCH REPORT IN ITS ENTIRETY
AND INFORM US THAT YOU NO LONGER WISH TO RECEIVE SUCH RESEARCH REPORTS.

This report is not a solicitation or an offer to buy or sell any securities or related financial products. The information and
commentaries are also not meant to be endorsements or offerings of any securities, options, stocks or other investment
vehicles. The report has been prepared without regard to the individual financial circumstances, needs or objectives of
persons who receive it. The securities discussed in this report may not be suitable for all investors. The appropriateness
of any particular investment or strategy whether opined on or referred to in this report or otherwise will depend on an
investor’s individual circumstances and objectives and should be independently evaluated and confirmed by such
investor, and, if appropriate, with his professional advisers independently before adoption or implementation (either as is
or varied).

To the extent that the reader is an accredited or professional investor or a person who is not a citizen or resident of
Singapore or a dependent of either for the purposes of the Singapore Securities and Futures Act ("SFA") or Financial
Advisers Act ("FAA"), Kim Eng specifically relies on the exemption from all suitability compliance requirements provided
pursuant to regulations and guidelines to the SFA and/or the FAA.

Kim Eng, its affiliate companies and/or their respective associates, directors and employees may have investments in
securities or derivatives of securities of companies mentioned in this report, and may make investment decisions that are
inconsistent with the views expressed in this report. Derivatives with respect to the companies mentioned in this report
may be issued by Kim Eng, its related companies or associated/affiliated persons.

Kim Eng and its related and affiliated companies are involved in many businesses that may relate to companies
mentioned in this report, including market making and specialized trading, risk arbitrage and other proprietary trading,
fund management, investment services and corporate finance and we may perform or seek to perform broking,
investment banking and other services for such companies.

Except with respect the disclosures of interest made above, this report is based on current public information that we
consider reliable but we make no representation that it is accurate or complete, and it should not be relied as such.

Additional information on mentioned securities is available on request

This report is being disseminated to or allowed access by our clients in their respective jurisdictions by the Kim Eng
affiliated entity/entities operating and carrying on business as a securities dealer in that jurisdiction (collectively or
individually, as the context requires, "Kim Eng") which has, vis-a-vis such client, approved of, and is solely responsible in
that jurisdiction for, the contents of this publication in that jurisdiction. This report is not directed to, or intended for
distribution to or use by, any person or entity who is a citizen or resident of or located in any jurisdiction where such
distribution or use would be contrary to applicable law or regulation.

Jurisdiction Specific Additional Disclaimers: Without prejudice to the foregoing, the reader is to note that additional
disclaimers, warnings or qualifications may apply if the reader is receiving or accessing this report in or from other than
Singapore.

© 2005 Kim Eng Research Sdn Bhd. All rights reserved. Except as specifically permitted, no part of this presentation
may be reproduced or distributed in any manner without the prior written permission of Kim Eng Research Sdn Bhd. Kim
Eng Research Sdn Bhd accepts no liability whatsoever for the actions of third parties in this respect.
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